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Report of the auditor-general to the Mpumalanga 
Provincial Legislature and the council on the 
Bushbuckridge Local Municipality 

Report on the financial statements 
Introduction 

1 . I have audited the financial statements of the Bushbuckridge Local Municipality set out 
on pages ... to which comprise the statement of financial position as at 

30 June 2014, the statement of financial performance, statement of changes in net 
assets, cash flow statement and statement of comparison of budget information with 
actual information for the year then ended, as well as the notes, comprising a summary 
of significant accounting policies and other explanatory information. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 
and the Division of Revenue Act of South Africa, 2013 (Act No. 2 of 2013) (DoRA), and 
for such internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 

Auditor-general’s responsibility 

3. My responsibility is to express an opinion on these financial statements based on my 
audit. I conducted my audit in accordance with the Public Audit Act of South 

Africa, 2004 (Act No. 25 of 2004) (PAA), the general notice issued in terms thereof and 
International Standards on Auditing. Those standards require that I comply with ethical 
requirements, and plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free from material misstatement. 

4. An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the financial statements, The procedures selected depend on the 
auditor’s judgement, including the assessment of the risks of material misstatement of 
the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s preparation 
and fair presentation of the financial statements in order to design audit procedures that 
are appropriate in the circumstances, but not for the purpose of expressing an opinion 
on the effectiveness of the entity’s internal control. An audit also includes evaluating the 
appropriateness of accounting policies used and the reasonableness of accounting 
estimates made by management, as well as evaluating the overall presentation of the 
financial statements, 

5. 1 believe that the audit evidence 1 have obtained is sufficient and appropriate to provide 
a basis for my qualified audit opinion. 


Basis for qualified opinion 
Accumulated surplus 

6. I was unable to obtain sufficient appropriate audit evidence for the accumulated surplus 
as prior year adjustments for 2012 and 2013 disclosed in the statement of changes in 
net assets differed from the prior year adjustments disclosed in note 32 to the financial 
statements by R20 368 973 and R181 659 776, respectively. I could not confirm the 
reasons for these differences by alternative means. Consequently, I was unable to 
determine whether any adjustments were necessary relating to the accumulated surplus 
of R1 754 061 482 (2013; R1 545 224 049) disclosed in the statement of changes in net 
assets and the statement of financial position. 


Property, plant and equipment 

7, i was unable to obtain sufficient appropriate audit evidence for property, plant and 
equipment, as work in progress amounting to R531 805 648 could not be substantiated. 
I could not determine whether the municipality had the rights to use land and buildings 
of R263 41 1 996, as I was not provided with adequate supporting documentation. 
Consequently, I was also unable to confirm whether the land and buildings recognised 
in the financial statements were complete. 

8. Furthermore, unit costs used to determine the deemed costs for the categories of land, 
buildings, infrastructure and community assets to the value of R1 306 444 052 could not 
be supported. I could not confirm this by alternative means. Consequently, I was unable 
to deteimine whether any further adjustments were necessary relating to the property 
plant and equipment of R1 853 437 044 (2013: R1 663 066 350) disclosed in note 9 to 
the financial statements and the statement of financial position as well as the 
depreciation expense of R68 393 301 (2013; R64 405 255) disclosed in note 23 to the 
financial statements and the statement of financial performance. 


Receivables from exchange transactions 

9. During 201 3, 1 was unable to obtain sufficient appropriate audit evidence to support the 
receivables from exchange transactions. Consequently, I was unable to determine 
whether any adjustments were necessary to the receivables from exchange 
transactions amounting to R154 419 350 disclosed in note 6 to the financial 
statements. My audit opinion on the financial statements for the period ended 30 June 
2013 was modified accordingly. My opinion on the current period’s financial statements 
is also modified because of the possible effect of this matter on the comparability of the 
current period’s figures. 

Receivables from non-exchange transactions 

10. An adjustment of R42 518 356 was made to receivables from non-exchange 
transactions in the current year, for which no supporting documents were provided. 
Consequently, I was unable to determine whether any further adjustments were 
necessary to the receivables from non-exchange transactions of R159 795 354 
(2013: R170 048 858) disclosed in note 4 to the financial statements. 



Payables from exchange transactions 


11. I was unable to obtain sufficient appropriate audit evidence for payables from exchange 
transactions, as I was not provided with documentation to support sundry creditors of 
R176 348 568. Furthermore, sundry creditors were overstated by R30 541 767, 
Consequently, I could not determine whether adjustments were necessary to the 
payables from exchange transactions amounting to R596 799 613 disclosed in note 1 1 
to the financial statements. 

Irregular expenditure 

12. I was unable to obtain sufficient appropriate audit evidence to satisfy myself as to the 
completeness of irregular expenditure amounting to R702 717 040 

(2013; R592 750 854) disclosed in note 37 to the financial statements, as internal 
controls had not been established to identify irregular expenditure. In addition, a 
limitation was placed on my audit of procurement due to supporting documentation that 
could not be submitted. 

Comparison of budget and actual amounts 

13. In terms of GRAP 24 Presentation of budget information in financial statements, an 
entity must present a comparison of the budget amounts for which it is held publicly 
accountable and actual amounts either as a separate additional financial statement or 
as additional budget columns in the financial statements. Contrary to this requirement, 
the municipality did not disclose the comparison of budget and actual for the statement 
of financial position and the cash flow statement. 


Property rates 

14. During 2013, 1 was unable to obtain sufficient appropriate audit evidence to support the 
accuracy of property rates and to confirm the revenue by alternative means. 
Consequently, I was unable to determine whether any adjustment was necessary to 
property rates disclosed at R106 519 032 in note 15 to the financial statements. My 
audit opinion on the financial statements for the period ended 30 June 2013 was 
modified accordingly. My opinion on the current period’s financial statements is also 
modified because of the possible effect of this matter on the comparability of the current 
period’s figures. 


Commitments 

15. During 2013, I was unable to obtain sufficient appropriate audit evidence to support the 
commitments of R450 065 266 disclosed in note 31 to the financial statements and to 
confirm the disclosure note by alternative means. My audit opinion on the financial 
statements for the period ended 30 June 2013 was modified accordingly. My opinion on 
the current period’s financial statements is also modified because of the possible effect 
of this matter on the comparability of the current period’s figures. 



Cash flow statement 


16. I was unable to obtain sufficient appropriate audit evidence to support an amount of 
R93 365 975 (2013: R524 825 942) relating to receipts from customers and an amount 
of R156 660 719 (2013: R425 029 719) relating to other property, plant and equipment 
adjustments disclosed in the cash flow statement and which were included in the 
statement of cash flow. I was unable to confirm these adjustments by alternative 
means. As a result of the possible effect of these adjustments, I could not satisfy myself 
that the cash flow statement was fairly stated. 

Qualified opinion 

17. In my opinion, except for the effects of the matters described in the basis for qualified 
opinion paragraphs, the financial statements present fairly, in all material respects, the 
financial position of the Bushbuckridge Local Municipality as at 30 June 2014 and its 
financial performance and cash flows for the year then ended, in accordance with SA 
Standards of GRAP and the requirements of the MFMA and DoRA. 

Emphasis of matters 

18. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 


Restatement of corresponding figures 

19. As disclosed in note 32 to the financial statements, the corresponding figures for 
30 June 2013 have been restated as a result of errors discovered during 2014 in the 
financial statements of the municipality at, and for the year ended, 30 June 2013. 


Material losses 

20. As disclosed in note 3 to the financial statements, material losses of R58 272 164 
(2013: R45 124 831) were incurred as a result of water distribution losses, which 
represented 38% (2013: 37%) of the total water purchased. 


Material impairments 

21 . As disclosed in notes 4 and 6 to the financial statements, the receivables balance was 
significantly impaired. The total impairment of consumer debtors amounted to 
R473 131 239 (2013: R321 239 511), which represented 60% (2013: 50%) of the total 
consumer debtors. The contribution to the provision for debt impairment was 
R23 860 818 (2013: R22 966 344). 



Additional matter 


Unaudited disclosure notes 

22. In terms of section 125(2)(e) of the MFMA, the municipality is required to disclose 
particulars of non-compliance with the MFMA. This disclosure requirement did not form 
part of the audit of the financial statements and, accordingly, I do not express an 
opinion thereon. 

Report on other legal and regulatory requirements 

23. In accordance with the PAA and the general notice issued In terms thereof, I report the 
following findings on the reported performance information against predetermined 
objectives for selected development objectives presented in the annual performance 
report, non-compliance with legislation as well as internal control. The objective of my 
tests was to identify reportable findings as described under each subheading but not to 
gather evidence to express assurance on these matters. Accordingly, I do not express 
an opinion or conclusion on these matters. 


Predetermined objectives 

24. I performed procedures to obtain evidence about the usefulness and reliability of the 
reported performance information for the following selected development objective 
presented in the annual performance report of the municipality for the year ended 
30 June 2014: 

• Development objective 7: infrastructure development and basic service delivery on 
pages ... to ... 

25. I evaluated the reported performance information against the overall criteria of 
usefulness and reliability. 

26. I evaluated the usefulness of the reported performance information to determine 
whether it was presented in accordance with the National Treasury’s annual reporting 
principles and whether the reported performance was consistent with the planned 
development objective. I further performed tests to determine whether indicators and 
targets were well defined, verifiable, specific, measurable, time bound and relevant, as 
required by the National Treasury's Framework for managing programme performance 
information. 

27. I assessed the reliability of the reported performance information to determine whether 
it was valid, accurate and complete. 

28. I did not raise any material findings on the usefulness and reliability of the reported 
performance information for the selected development objective. 


Additional matter 

29. Although I raised no material findings on the usefulness and reliability of the reported 
performance information for the selected development objective, I draw attention to the 
following matter: 


Achievement of planned targets 

30. Refer to the annual performance report on paaes ... to ... for information on the 
achievement of the planned targets for the year. 


Compliance with legislation 

31 . i performed procedures to obtain evidence that the municipality had complied with 
applicable legislation regarding financial matters, financial management and other 
related matters. My findings on material non-compliance with specific matters in key 
legislation, as set out in the genera! notice issued in terms of the PAA, are as follows: 

Budgets 

32. Expenditure was incurred in excess of the limits of the amounts provided for in the votes 
of the approved budget, in contravention of section 1 5 of the MFMA. 

Annual financial statements, performance report and annual 
report 

33. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the MFMA. Some 
material misstatements of current assets, liabilities, expenditure and disclosure items 
identified by the auditors in the submitted financial statements were subsequently 
corrected and the supporting records provided, but the uncorrected material 
misstatements and supporting records that could not be provided resulted in the 
financial statements receiving a qualified audit opinion. 


Procurement and contract management 

34. Sufficient appropriate audit evidence could not be obtained that all contracts and 
quotations had been awarded in accordance with the legislative requirements and a 
procurement process that was fair, equitable, transparent and competitive as 
documents were not provided. 

35. Sufficient appropriate audit evidence could not be obtained that goods and services with 
a transaction value below R200 000 had been procured by means of obtaining the 
required price quotations, as required by supply chain management (SCM) 
regulation 17(a) and (c). 

36. Sufficient appropriate audit evidence could not be obtained that bids had been 
evaluated by bid evaluation committees composed of officials from the departments 
requiring the goods or services and at least one SCM practitioner of the municipalitv as 
required by SCM regulation 28(2). 

37. Sufficient appropriate audit evidence could not be obtained that contracts had been 
awarded to bidders based on points given for criteria stipulated in the original invitation 
for bidding, as required by SCM regulation 21(b) and the PreferentidI procurement 
regulations. 

38. Sufficient appropriate audit evidence could not be obtained that bid adjudication was 
always done by committees composed in accordance with SCM regulation 29(2). 



39. Construction projects were not always registered with the Construction Industry 
Development Board (CIDB), as required by section 22 of the CIDB Act of South 
Africa, 2000 (Act No. 38 of 2000) and CIDB regulation 18, 

40. Awards were made to providers who are in the service of other state institutions or 
whose directors or principal shareholders are in the service of other state institutions, in 
contravention of section 1 12(j) of the MFMA and SCM regulation 44. Similar awards 
were identified in the prior year and no effective steps had been taken to prevent or 
combat the abuse of the SCM process, in accordance with SCM regulation 38(1). 

41 . Persons in the service of the municipality who had a private or business interest in 
contracts awarded by the municipality failed to disclose such interest, as required by 
SCM regulation 46(2)(e). 

42. Contracts and quotations were awarded to providers listed on the National Treasury’s 
database as persons prohibited from doing business with the public sector, in 
contravention of SCM regulation 38(1 )(c). 

43. Sufficient appropriate audit evidence could not be obtained that contracts and 
quotations were only awarded to providers whose tax matters had been declared by the 
South African Revenue Service to be in order, as required by SCM regulation 43. 

44. The prospective provider list for procuring goods and services through quotations was 
not updated at least quarterly to include new suppliers that qualify for listing, and 
prospective providers were not invited to apply for such listing at least once a year, as 
per the requirements of SCM regulation 14(1)(a)(ii) and 14(2). 

Human resource management and compensation 

45. An acting chief financial officer was appointed for a period of more than three months 
without the approval of the member of the executive council for local government, in 
contravention of section 56(1 )(c) of the Municipal Systems Act of South Africa, 2000 
(Act No. 32 of 2000) (MSA). 

46. Sufficient appropriate audit evidence could not be obtained that job descriptions had 
been established for all posts in which appointments were made in the current year, as 
required by section 66(1)(b) of the MSA, 

47. Sufficient appropriate audit evidence could not be obtained that newly appointed 
managers directly accountable to the municipal manager had disclosed their financial 
interests prior to appointment, as per the requirements of regulation 4 of GNR 805, 

48. The annual report of the municipality did not reflect information on compliance with 
prescribed minimum competencies, as required by minimum competency levels 
regulation 14(2)(b). 

Expenditure management 

49. Money owed by the municipality was not always paid within 30 days, as required by 
section 65(2)(e) of the MFMA. 

50. An effective system of expenditure control was not in place, as required by 
section 65(2)(a) of the MFMA. 

51 . Reasonable steps were not taken to prevent unauthorised, irregular as well as fruitless 
and wasteful expenditure, as required by section 62(1 )(d) of the MFMA. 



Revenue management 


52. An adequate management, accounting and information system was not in place to 
account for revenue, debtors and receipts of revenue, as required by section 64(2)(e) of 
the MFMA. 

53. An effective system of internal control for debtors and revenue was not in place, as 
required by section 64(2)(f) of the MFMA. 

54. Revenue due to the municipality was not calculated on a monthly basis, as required by 
section 64(2)(b) of the MFMA. 

55. Accounts for municipal tax and municipal service charges were not sent out on a 
monthly basis, as required by section 64(2)(c) of the MFMA. 

Asset management and liability management 

56. An effective system of internal control for assets was not in place, as required by 
section 63(2)(c) of the MFMA, 

Consequence management 

57. Unauthorised expenditure incurred by the municipality was not investigated to 
determine if any person is liable for the expenditure, as required by section 32(2)(a)(ii) 
of the MFMA, 

58. The council certified unauthorised expenditure as irrecoverable without having 
conducted an investigation to determine the recoverability of the expenditure, in 
contravention of section 32(2)(a)(ii) of the MFMA. 

59. Unauthorised expenditure was not authorised through an adjustment budget, as 
required by section 32(2)(a)(i) of the MFMA. 

Internal control 

60. i considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with legislation. The matters reported below under 
the fundamentals of internal control are limited to the significant deficiencies that 
resulted in the qualified opinion and the findings on compliance with legislation included 
in this report. 


Leadership 

61 . Adequate oversight responsibility was not exercised regarding financial and 
performance reporting and compliance as well as related internal controls. 

62. Effective human resource management was not implemented to ensure that adequate 
and sufficiently skilled resources were in place and that performance was monitored. 

63. Policies and procedures that enable and support the understanding and execution of 
internal control objectives, processes and responsibilities were not adequately 
established and communicated to everyone. 

64. The developed action plan to address external and internal audit findings was not 
adequate, as recurring audit findings were identified. 



Financial and performance management 


65. Management did not adequately review the annual financial statements. 

66. Management did not implement proper record keeping in a timely manner to ensure that 
complete, relevant and accurate information was accessible and available to support 
financial and performance reporting. 

67. Management did not implement adequate controls over daily and monthly processing 
and reconciling of transactions. 

68. Management did not adequately review and monitor compliance with applicable laws 
and regulations. 

Governance 

69. The internal audit unit and audit committee operated effectively during the current 
period as per their legislated mandate. Recommendations were made to management 
to improve internal controls and ensure reliable reporting of financial and performance 
information as well as compliance with legislation. However, this did not result in 
improved controls due to management not implementing the recommendations, which 
led to the adverse assessment of the impact of these governance structures. 

Other reports 
Investigations 

70. The Special Investigation Unit is performing an investigation governed by the Special 
Investigating Units and Special Tribunals Act of South Africa, 1996 (Act No. 74 of 1996). 
At the time of reporting, the investigation was still in progress. 



Mbombela 
30 November 2014 
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